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JAPAN: KEY ECONOMIC INDICATORS 


(All values in U.S. $ million unless otherwise indicated) 


1978-79 1980 
1978 1979 Change (%) Indicator 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 976,411 1,011,793 8.1% 942, 6324/ 
GNP at Constant 1970 Prices 531, 608 539,851 5.9% 506, * 966A/ 
Annual Per Capita GNP, Current Prices ($) 8, 617*** 8,723*** 1.2 8,0924/ 
Plant and Equip. Invest., Current Prices 132,528 151,572 19.3% 148, * 048A/ 
Indices: 
Industrial Production (Mfg.) (1975=100) 123.0 133.3 144.2B/ 
Avg. Labor Productivity (Mfg.) (1975=100) 127.4 142.8 15/. 3C/ 
Avg. Industrial Wage (Mfg.) (1975=100) 129.1 138.7 145.48/ 
Avg. Labor Force (millions) 55.3 56.0 56. 2B/ 
Avg. Unemployment Rate (2) 2oz Zon is 98 


MONEY AND PRICES 

Money Supply (M2) 763,761£/ 940,390E/ 8.4% 872, 271D/ 
Bank of Japan Com'l Disc't Rate (Z) 3, 5E/ 6.252/ 2.75 9.08/ 
Call Rate (Uncond.), Highest (2%) 5.0 8.375 3,875 

Com'l Bank Avg. Loan Rate (%) 6.309 6.291 -0.018 

Consumer Price Index (1975=100) 122.6 127.0 3.6 

Wholesale Price Index (1975=100) 104.3 111.9 aS 


PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 33,019E/ 20,327E/ -12,6921/ 

External Public Debt 11, 530E/ 14,210E/ 2.6801/ 

Basic Balance of Payments 4,145 21,372 -25,5172/ 

Balance of Trade 24,596 1,845 ~-22,7511/ 

Exports, FOB (IMF Basis) 95,634 101, 232 5,598 L/ 

Export Share to U.S., Customs Basis, FOB (%) 25.6 25.6 0 25.5L/ 
Imports, FOB (IMF Basis) 71,038 99,387 28,3492/ 122,119K/ 
Import Share from U.S., Customs Basis, CIF (%) 18.6 18.4 -0.2 17.4L/ 


Caen en ere e rene nen cern nce rnc nnnnnnnnnnnnenencnncnccnnccnceeeemmeeeeeeeeeeeeeeeee eres aera 
Main imports from U.S.. 1979 (Quan: MT thou, from Japanese an Ministry; Value: $ mil, 


f.a.s., from U.S. Department of Commerce): Logs/Lumber 13, 963M/, 1,759; Feed grains**, 1,448; 
Chemicals**, 1,193; Soybeans 3,839, 1,032; Coal/related fuels 13,520, 916; Nonferrous 
metals/scrap**, 844; Civilian aircraft**, 592; Fish**, 563; Wheat 3,348, 537; Raw cotton 331, 
455; Electronic computers/parts**, 432; pulpwood/woodpulp 4,174, 418; Meat**, 394, Main 
exports to U.S., 1979 (Value f.a.s., from Commerce): Passenger cars 6,664; iron & steel 

mill products 2,660; Office machinery & automatic data processing machines 970; Motorcycles/ 
parts 900; Phonographs/sound/video reproducers 858; Power generators/engines 538; Textiles 
370; TV sets 312. 


Footnotes: 
/ Jan-Mar seasonally adjusted annual rate. J/ As of May 31, 

Jan-May average, seasonally adjusted. K/ A. R. on basis of seasonally-adjusted 

Jan-Mar average, not seasonally adjusted. Jana-May prelim. data. 

As of April 30. L/ Jan-May preliminary, not seasonally 

As of end of year. adjusted. 

Effective March 19, 1980. M/ 1,000 cub. ‘meters vice 1,000 metric tons. 

Through May. * Change is in aggregates dominated in yen 

Jan-May average, not seasonally adjusted. not dollars. 

Movement toward surplus or deficit, or ** Not available. 

total increase, in $ million vice per cent. *** Calculated by Economic Planning Agency. 

Dollar exchange rate used for conversion of yen figures, GNP and investment: 1978 ¥210; 1979 
#219; 1980 indicator ¥242 (avg. interbank spot rates, Jan-May). Money supply: Jul-Dec 1978 
#234; Jul-Dec 1979 ¥206; Jan-Jun 1980 ¥225, as used for some qomputhtions by Ministry of 
Finance. 





In contrast to some western economies, the Japanese economy 
continued to grow at a good pace through mid-1980. Final 
demand has been rising steadily, propelled mainly by strength 
in private capital investment. Personal consumption has remain- 
ed generally firm, although signs of some slackening are now 
noticeable. Despite firm growth in exports, the current account 
deficit has increased rapidly as import prices (mainly oil 
prices, but also peices of raw materials generally) continued to 
rise sharply. After a period of depreciation, the yen turned in 
April and strengthened in the foreign exchange market. 
Inflation at the wholesale level continued to soar in early 
1980, fed by higher import costs. With the strengthening of the 
yen, however, increases in the wholesale price index have been 
moderate since May. Consumer price rises accelerated in the 
first half of this year but remained in the singie-digit range. 
Japanese monetary policy has been tight in the face of this 
pick up in inflation. The current budget represents major 
efforts to hold down expenditures but the deficit remains very 
large. Employment conditions have remained steady. Thus far, 
the effects of the past year's oil price shocks have shown up 
primarily in Japan's trade statistics and its wholesale prices, 
with a lesser effect on consumer prices and only a slight impact 
on growth. Japan's short-term economic prospects are likely to 
be affected by the general slowdown in the world economy and 
world trade, and slower growth is anticipated in the latter half 
of calendar 1980. 


Japan's very large and still growing market for a wide 
variety of consumer and capital goods as well as raw materials 
nevertheless continues to present many opportunities for U. S. 
exporters. Computers, high-technology medical and industrial 
supplies and equipment, as well as consumer goods seem to be 
areas of special current promise for U. S. manufacturers. 


New foreign investment in Japan has remained limited 
despite high rates of return enjoyed by existing ventures. 
Japan's own overseas investment in 1979 (approval basis) 
appears to have surpassed 1978's all-time high, and it is likely 
to continue to grow briskly in 1980. 





PART A = CURRENT ECONOMIC SITUATION AND TRENDS 


Japanese Economic Expansion Continues 


The Japanese economy achieved 5.9 percent real growth last 
year, roughly in line with the government's official forecast. 
The economy continued to expand steadily in early 1980, 
although some signs of slower growth ahead had begun to appear 
by mid-year. GNP growth has been based generally on firm growth 
in exports, capital investment, and personal consumption. 
Business profits have been high, with some manufacturing 
industries such as automobiles, precision instruments, and 
electronics showing record profits for the half year ending in 
March 1980. On a National Income Accounts basis, real exports 
increased 7.6 percent in the first quarter of 1980 from. the 
fourth quarter of 1979. As a result, corporate investment 
plans for 1980 have remained fairly bullish, even though a 
downtrend in profits is predicted for the latter half of the 
current fiscal year. Personal consumption remained firm in the 
January-March quarter but signs of slower growth began to appear 
in April and May as a combination of higher retail prices, 
rising utility rates and the resulting drop in real income 
began to affect consumer spending. A gradual slackening is 
anticipated in the months ahead. Housing investment is off 
sharply due to higher interest rates on housing loans (which 
have dropped abruptly) rising land and building costs, and 
slower growth in real personal income. 


Industrial activity, though displaying a zigzag pattern 
in recent months, was generally quite strong in early 1980. 
Retail sales by major stores grew soundly during the January- 
March quarter, but the advance slowed in the second quarter. 
New machinery orders dropped in the January-March quarter, but 
rebounded in the second quarter. Monthly totals of bankruptcies, 
mostly small and medium sized enterprises, have been climbing 
Since the beginning of 1980 and are expected to continue to 
increase throughout the summer. Both the number of bankruptcy 
cases and the value of the cases are up more than 30 percent in 


the first 6 months of 1980 compared to the same period last 
year. 


Employment Situation 


Employment conditions have remained steady in early 1980. 
In May, the jobless rate was 2.0 percent, a slight improvement 
from the last quarter of 1979 (2.1 percent). The ratio of job 
offers to applicants has edged down in recent months 
(indicating fewer job offers per applicant), but nevertheless 
remains above the average for 1979. 





Inflationary Pressures Strong 


Inflationary pressures in the Japanese economy have been 
strong in the January June period. Wholesale prices turned 
in November 1978 with the depreciation of the yen and 
continued to climb in the spring of 1979 and through April of 
this year, due largely to the increases in the prices of 
imported oil and other raw materials, and to a continuation of 
the depreciation of the yen. In May and June wholesale prices 
declined somewhat, reflecting the leveling off of raw commodity 
prices in the international commodity market and the yen's 
appreciation against the U. S. dollar. However, the increase 
on a year-over-year basis is still over 20 percent. Consumer 
prices increases, which were moderate during 1979, began to 
accelerate in early 1980. Propelled by pressure from whole- 
sale prices and higher utility rates, consumer prices were up 
8 percent year-over-year at mid-year. Although continued 
increases during the summer are predicted, they are not expect- 
ed to exceed the single-digit range, This year's spring wage 
increase was roughly 7 percent, a rate most observers consider 
compatible with efforts to comtain inflation. 


Japan's Current Account Remains in Red 


Japan's current account deficit, which reached $8.8 bil- 
lion in calendar 1979, continued to widen in early 1980, The 
current deficit for the first 6 months of 1980 (seasonally 
adjusted) amounted to $9,2 billion, compared with a deficit of 
$600 million in the first 6 months of last year. Export thus far 
this year have shown strong growth, registering a 22 percent 
rise in dollar terms during the first months over the same 
period last year. The increases are attributed to strong 
demand overseas and the increased price competitiveness of 
Japanese exports, reflecting the yen depreciation that began in 
late 1978. While imports have remained at a high level in 
value terms, with growth up 40 percent during the first 6 
months over the same period last year, import volume declined 
3.9 percent in the same period. Although the current account 
deficit this year should be substantially larger than last 
year, the trend over the course of the year should be one of 
gradual improvement. 


The depreciation of the yen that began in a late 1979 
continued in early 1980, with the yen reaching a low of 264 to 
the dollar on April 8. The underlying balance-of-payments 
deficit, uncertainty concerning oil supply, and higher relative 
interest rates overseas figured prominently as factors in the 





yen's deterioration. With the decline in interest rates over- 
seas and shifts in the pattern of international capital flows, 
the yen began to strengthen dramatically, reaching a high of 215 
on June 13. It remained in the 220-range for the rest of the 
month. 


‘Restraints on Aggregate Demand 


Concern about inflation has prompted increased restraint 
in the government*s economic policies. The Bank of Japan, 
concerned about the outlook for prices, again raised its 
discount rate from 6.25 to 7.25 percent in February and to 9.0 
percent in March, the fifth increase in a year. The Bank also 
maintained strict quantitative limits on private credit expan- 
Sion. Fiscal policy is also moving in the direction of 
tightening. The budget prepared for the current fiscal year is 
designed to assist in curbing inflation and to contribute to 
the "reconstruction of public finances" by reducing the reliance 
on deficit financing (around $57.5 billion in Japan fiscal year 
1979). Some public works expenditures originally planned for 
fiscal year 1979 were deferred, and growth in expenditures for 
public investment in the JFY 1980 General Account budget has 
been cut to zero. The government is still searching for means 
to increase tax revenues with debates continuing on new tax 
proposals. Whether, and,if so, when;the conservative (Liberal 
Democratic Party) victory in the recent national election will 
open the way for the introduction of new taxes are still open 
questions. 


Economic Outlook 


> 


The buoyancy of the Japanese economy in the face of a 
general slowdown in ‘the world economy and rapid oil price 
increases has lasted through the first half of 1980. For the 
rest of the year, however, some slowdown is expected. The 
official Japanese government forecast for real GNP growth for 
fiscal year 1980 ending March 1981 is 4.8 percent, down from 
6.1 percent growth for FY 1979. The prospect of a business 
downturn and profit squeeze late in the fiscal year apparently 
has not yet diminished the private sector's bullish outlook 
for plant and equipment investments in fiscal 1980. Several 
surveys of private fixed investment plans for this fiscal year 
anticipate strong:growth in the double digit range (12-20 
percent), with increased emphasis on replacing old equipment 
or adding new equipment in order to reduce costs. Exports are 
also expected to continue to increase, although the pace may 
slow in the second half of this year. The extent of the slow- 
down in the economic growth of Japan's major trading partners 





will influence importantly the growth rate of Japanese exports 
during this period. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


U. S. Exports to Japan Continue Strong 


Between January and May 1980, U. S. exports to Japan (U. S. 
Commerce Dept. figures) remained well above their levels of a 
year earlier (up 24.49 percent) and grew faster than U.S. imports 
from Japan (up 16.4 percent). To the extent that Japan's domestic 
demand maintains its recent growth, and,as American exports 
become more competitive due to the yen's appreciation, the 
Japanese market may be expected to continue to offer attractive 
opportunities to United States exporters. Japanese authorities 
remain concerned about problems connected with the import of 
goods into Japan--problems which are perceived as trade barriers 


by would-be exporters both of agricultural and of manufactured 
products to Japan. 


In late 1979 and through 1980 the United States and Japan 
continued to seek to reduce irritants in their trading relation- 


ships. Imports.from Japan in certain specific sectors--most 
recently, automobiles and electronic parts--remain a source of 
serious concern. Most of the more important recent bilateral 
discussions on trade matters have been held as follow-ups to a 
set of bilateral agreements reached in June, 1979, which had 
dealt with the main immediate trade problems left over between 
Japan and the U. S. after the April conclusion of the "Tokyo 
Round" of multilateral trade negotiations in Geneva. 


In December 1979, American and Japanese negotiators issued 
a joint statement on standards, testing, and certification 
issues. This elaboration on the MTN standards code commitments 
recorded, among other principles, that mutual acceptance of 
foreign test data is desirable and that. standards procedures 
applied to domestic products. Technical discussions on various 
bilateral sectoral standards issues continued into the summer 
of 1980. 


During the latter part of 1979 and in the spring of 1980, 
U. S. and Japanese negotiators several times discussed the 
outstanding issues of reciprocal access in government procure- 
ment (in particular Nippon Telephone and Telegraph (NTT) 
procurement) and of market access for U. S. tobacco products. 





With respect to tobacco products, however, the United States in 
November 1979 submitted a complaint under the GATT on Japan's 
restrictions affecting marketing of U. S. pipe tobacco and 
cigars, and on her pricing of these products. A GATT panel 
finding is expected in mid-1980, Bilateral discussions are 
still going on concerning manufactured tobacco products, On 
the other hand, useful talks were held on testing procedures 
related to electrical appliances and small boats entering the 
Japan market, and the way is open to Japanese acceptance of 

U. S. test data on these products. 


In November 1979 bilateral U.S.-Japan talks on forest 
products, which included industry as well as government 
participation, appeared to enhance prospects for U. S. lumber 
exports, especially through the solution of technical problems. 
Follow up discussions and buying missions are continuing. 


To market successfully in the lucrative Japan market, 
American suppliers of manufactured goods have to make special 
efforts. Japanese end-users remain highly selective, 
Ordinarily they demand high quality innovative features, modern 
technology embodied in goods, and, especially supplier 
reliability and commitment. For many industrial goods, price 
is a relatively unimportant consideration, unless the differ- 


ential is quite large. If negotiations on government 
procurement practices to implement the MIN code are successfully 
concluded by the end of this year, Japanese public sector 
purchasing should offer increased opportunities to American 
exporters. 


Many Product Areas Offer Substantial Prospects to Exporters 


U. S. sales of logs, lumber, and coal can be expected to 
continue to benefit from reasonably steady demand in the 
Japanese market during 1980. Coking coal should remain in 
strong demand by Japanese steel producers, provided shipments 
from the United States are unimpeded by strikes. 


The immediate outlook for U. S. agricultural exports 
continues to be good. During the October-March semester, the 
value of U. S. agricultural exports to Japan increased on a 
year-over-year basis by 12 percent, led by major gains in feed 
grains, cotton, beef, wheat, citrus and dried fruit. The 
market this summer remains strong for most commodities because 
of continued growth in consumption, and improved price 





competitiveness of U. S,-origin agricultural products, the 
latter due partly to the recently strengthened yen, However, 
a temporary retrenchment in livestock production and possible 
rice disposal in compound feed during the fall may curb the 
current rapid growth in feed grain imports in late 1980. 


U. S. cotton sales to Japan reached the highest level in 
20 years during August 1979=-July 1980, due to reductions in 
imports from competing nations and increases in spinning 
usage. The outlook for the 1980/81 season is for a slight 
decrease in total and U. S,-origin imports as the economy 
slows and inventories of cotton goods gain. 


Among promising industrial product areas are the follow- 
ing: computers and peripherals, miscellaneous electronic 
components, process control instruments, bio-medical equipment, 
electronics industry production and test equipment, airplanes, 
avionics and ground support equipment, and building systems 
and materials. 


Increases in the leisure time and disposable income of 
Japanese consumers are a sign for future imports of American- 
manufactured consumer goods. Products expected to be in 
particularly strong demand include, but are not limited to, 
the following: opticals and audio-visual equipment, house- 
wares, sporting goods and sportwear, books, periodicals and 
records, do-it-yourself and hobby kits, educational toys and 
games, gemstones and fine jewelry. 


Varied Services Remain Available to Assist U. S. Exporters 


Japants multi-layered distribution system for consumer 
goods differs in several important respects from marketing 
practices common in the United States and other countries. 
Penetration of this high-opportunity segment of the Japanese 
market deserves special attention from U. S. exporters. 
Companies not familiar with Japan may wish to take advantage 
of the various export business information and introduction 
services available from the U. S. Department of Commerce and 
the U. S, Embassy and Trade Center in Tokyo. 


As U. S. Trade Promotion events in Japan for Fiscal Year 
1981, the U. S. Trade Center (Export Development Office) in 
Tokyo will stage eight multi-company government sponsored 
exhibitions: Lasers and Electro-Optics Equipment - October, 
Biomedical Equipment - February, Process Control Equipment - 
April, Laboratory Instrumentation - May, Electronic Industry 
Production and Test Equipment ~ June, Data Communication 





Equipment - July, Security and Safety Equipment - September 
and Building Materials and Supplies - September/October. 
Between exhibitions, U. S. business firms or their Japanese 
representatives can, at a very nominal cost, use the Trade 
Center for individual promotions of U. S. product lines. Such 
events may include product demonstrations, sales conferences, 
workshops, technical presentations, and other. sales promotion 
activities. 


In addition to the exhibitions, four trade missions are 
scheduled to visit Tokyo and other cities with American 
Consulates; Franchising in November, Mens Outerwear in 
February, Kitchenware and Kitchen Gadgets in June, and Sports- 
wear in September. 


In the second half of 1980 groups or individuals planning 
to visit the United States under the Foreign Buyer Program will 
cover the following fields: Fishing tackle, gift items and 
toys, housewares, foods, hospital equipment/supplies and 
tennis items (July); apparel, hardware and films for aerial 
photography (August); machine tool, foods, automotive compo- 
nents, electronic machines/components, sewing machines, general 
merchandise, and orthodontic instruments (September); building/ 
construction equipment, sporting goods, medical equipment, 


printing equipment, apparel, frozen foods, packaging machines 
and textile machines (October); furs, automotive parts and 
restaurant/hotel/motel equipment and supplies (November) 


Shows and a seminar planned by the American Embassy in 
Tokyo or the various consular posts as part of their sales 
promotion efforts of American goods, are as follows: American 
Products Fair (consumer goods, foods, business machines) at a 
department store in Asahikawa, northern Japan; a Chemical 
Equipment Show in Osaka under the sponsorship of the ynited 
States sponsored by the U.S. Graphic Art Technical Foundation and 
sponsored by the U. S, Graphic Art Technical Foundation and 
the U. S, Travel Service in Nagoya, western Japan (September) ; 
and an Electrical Measuring/Industrial Automation Show in Tokyo 
sponsored by the U. S. Department of Commerce as part of a 
local trade fair. 


The U, S, Department of Agriculture will sponsor an Agent 
Show for U. S, processed food products in Sendai (northern 
Honshu); .a Snack Food and Confectioning Show at the U S. Trade 
Center in Tokyo and a Japanese Food Buying Mission to 
Philadelphia, Houston, Kansas City, and Seattle with more than 
150 food buyers participating, 





The Joint U. S.-Japan Trade Facilitation Committee, formed 
late in 1977, has continued to supplement traditional means of 
using Japanese marketing and distribution routes to sell 
American products, and of examining specific problems with 
Japanese trade practices or procedures encountered by American 
business in selling on the Japanese market. The Committee has 
been successful in resolving several, but not all, such 
difficulties, 


Overseas Investment in Japan Remains Slow 


Despite high rates of return enjoyed by foreign firms 
already established in Japan, and despite the steps Japan took 
in the seventies to liberalize its rules on investment from 
overseas, new direct foreign investment in Japan during recent 
years has been modest. The recession of the mid-seventies and 
the yen's long-term rise, which has impacted on both initial 
and operating costs may have been major factors. Investment from 
overseas may be in either wholly owned subsidiaries or joint 
ventures. U. S. firms with a significant market in Japan 
should consider investing in distribution and service facili- 
ties even if they do not require production facilities there. 
By the end of 1980, new regulations to implement the December 
1979 legislation revising Japan's foreign investment policy 
are expected to be in place 


The American Chamber of Commerce in Japan (ACCJ) last 
year sponsored a full-scale study by a major U. S. 
research firm of Japan's current and prospective investment 
climate. Interested companies should write to the Investment 
Committee, ACCJ, Tosho Bldg., Room #701, 2-2, Marunouchi 3- 
chome, Chiyoda-ku, Tokyo 100, Japan. White papers,prepared by 
U SS. businessmen, offering advice on trade and investment in 
Japan are also available. 


Japanese Overseas Investment at a Record High 


Authorized overseas investments by Japanese enterprises 
reached a record $5 billion in fiscal 1979, surpassing the 
previous high in fiscal 1978 by $400 million. Investments 
have sharply increased in commercial businesses in North 
America and Europe and in manufacturing industries in Latin 
America, while declining in the Middle and Near East and in 
Asia. Direct overseas investments are predicted to grow 
steadily in the future as Japan increasingly recognizes the 
need to develop and import natural resources essential to the 
security of its economy and the need for investing in local 
manufacture to avoid bilateral trade frictions, 
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